Practical Advice to Entrepreneurs Series by ACE Adjunct Professor Dean Shepherd: Practical advice on managing new venture survival by Shepherd, Dean A.
This is the author’s version of a work that was submitted/accepted for pub-
lication in the following source:
Shepherd, Dean A.
(2014)
Practical Advice to Entrepreneurs Series by ACE Adjunct Professor Dean
Shepherd: Practical advice on managing new venture survival.
Practical Advice to Entrepreneurs Series by ACE Adjunct Professor Dean
Shepherd, 008.
This file was downloaded from: http://eprints.qut.edu.au/68410/
c© Copyright 2014 Please consult the author
You are free to copy, distribute, display, and perform the work under the
condition that you give the original author credit. Cite as: Shepherd, D.A.
(2014). Practical advice for managing new venture survival. In D.A. Shep-
herd Practical Advice for Entrepreneurs, Indiana University, Bloomington
IN; pages 25-27.
Notice: Changes introduced as a result of publishing processes such as
copy-editing and formatting may not be reflected in this document. For a
definitive version of this work, please refer to the published source:
Chapter 8 in D.A. Shepherd (2014) Practical Advice for Entrepreneurs. Indiana University. 
 
 
 
PRACTICAL ADVICE ON MANAGING NEW VENTURE SURVIVAL 
 
 
 
February, 2014 
 
 
DEAN A. SHEPHERD 
David H. Jacobs Chair in Strategic Entrepreneurship 
Kelley School of Business 
Indiana University 
Kelley School of Business 
1309 E. Tenth St. 
Bloomington, IN 47405 
shepherd@indiana.edu 
 
 
 
You are free to copy, distribute, display, and perform the work under the condition that you give 
the original author credit.  Cite as: 
 
Shepherd, D.A. (2014).  Practical advice for managing new venture survival.  In D.A. Shepherd 
Practical Advice for Entrepreneurs, Indiana University, Bloomington IN; pages 25-27.   
 
 
 
 
Keywords: Survival; Mortality Risk; Risk Reduction strategies; Uncertainty; Novelty  
Chapter 8 in D.A. Shepherd (2014) Practical Advice for Entrepreneurs. Indiana University. 
 
PRACTICAL ADVICE ON MANAGING 
NEW VENTURE SURVIVAL 
 
We face a number of internal and external 
challenges when managing a new venture 
that we do not face when managing a well-
established firm. Internal challenges arise 
largely because our team members have 
little or no experience working together, 
which contributes to the need to create and 
learn new roles and the need to create new 
routines, norms, and procedures. These 
particular challenges often negatively impact 
the efficiency and reliability of the new 
venture’s output. External challenges arise 
because as the manager of a new venture, 
we need to learn about the new external 
environment, and external stakeholders need 
to learn about us before they are willing to 
offer their support. The challenges arising 
from our business being new mean that we 
face a higher risk of failure than do 
managers of more established (older) firms. 
By recognizing the unique challenges we 
face as new venture managers, we can focus 
our attention on resolving these challenges 
to improve the chances that our firm will 
survive.  
 
Flowing from my research (listed below) I 
offer the following advice for increasing the 
chances of new venture survival: 
 
  
1. Reduce customers’ ignorance of 
you 
When we launch a new venture, 
customers may be uncertain about 
our business and its offerings. 
Although customers may feel some 
attraction to the novelty of our 
business, they may have a stronger 
aversion to doing business with 
someone who is so uncertain to 
them. It is important that we make 
efforts to reduce customers’ 
uncertainties about us. We need to 
disseminate information about the 
venture, the management team, and 
our product offerings—for example, 
through informative advertising and 
personal selling. This information 
dissemination will not only help 
reduce customers’ uncertainty about 
us but also gives us the opportunity 
to begin to build trust in the 
relationship. We could also reduce 
the risk associated with customers’ 
ignorance of us by forming an 
alliance with a known player in the 
industry. Potential customers would 
no longer be totally ignorant about us 
as a group (alliance entity), and as a 
new venture, some of the partner’s 
status may rub off on us (i.e., if we 
associate with a high-status firm, 
customers may put us in a similar 
high-status category). Although there 
are costs associated with these and 
other attempts to reduce customers’ 
ignorance of our new venture, it is 
important that we find a way to do so 
to enhance our chances of survival. 
 
2. Reduce your ignorance of 
production 
A new venture assembles a team of 
people who may have little 
experience working with each other. 
This newness means that roles may 
not be clearly designated, conflict 
may arise, and there is not 
necessarily the information or 
communication channels needed to 
resolve these situations. The team 
might be operating new production 
technologies or operating under 
different operating procedures. As a 
result of this newness, production 
can suffer, leading to lower-quality 
products/services. As new venture 
managers, we need to reduce this 
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novelty of production, or we face the 
potential loss of customers and make 
failure more likely. Novelty of 
production can be reduced by putting 
the production process together 
before launch to work out as many 
kinks as possible, by hiring people 
who have worked together in the 
past, and/or by focusing energy on 
training. Although each of these 
steps can be costly, they can help 
reduce the mortality risk associated 
with production. Forming an alliance 
with a production company can also 
reduce these upfront costs from 
production novelty.  
 
3. Reduce ignorance of management 
When managing a new venture, 
things will almost never turn out as 
expected. Knowing how to detect 
and respond to change will help our 
new venture maintain a good fit with 
its environment. This knowledge can 
be brought to the venture by 
managers with experience in “start-
ups,” with experience in the new 
venture’s industry, and/or with 
previously developed management 
and leadership. This management 
knowledge will help the new venture 
identify future opportunities, develop 
an informal organizational structure, 
manage conflict between employees 
and other stakeholders, and manage 
cash flow. In turn, this will reduce 
the new venture’s risk of mortality. 
This management knowledge can be 
acquired by recruiting managers who 
have these desired attributes and by 
managers’ learning quickly on the 
job. 
 
4. Watch (and take care of) your 
financials 
Not only do the financials of our 
business reflect our management of 
the organization and inform what 
strategies are working and which are 
not, they also send a signal to outside 
stakeholders that can help build our 
credibility with them. If our new 
venture is seen as more credible by 
our stakeholders, it will receive more 
of their support. Although the 
following can be thought of as 
important for all firms, it is even 
more important when managing a 
new firm: 
 Keep up your liquidity. By 
maintaining a high level of 
liquidity, we ensure that we can 
“cover” short-term financial 
obligations. Maintaining high 
liquidity provides us a margin of 
error to deal with unexpected 
problems. It also provides some 
comfort for external stakeholders 
and helps overcome the 
perceived risks associated with 
supporting a new firm—a firm 
without a track record. Therefore, 
when our firm is new, it is 
particularly important that we 
maintain high liquidity. Without 
it, we may not be able to 
effectively respond to 
unexpected changes in the 
environment or be able to secure 
the support of key stakeholders, 
either of which could lead to firm 
failure. 
 Keep down your debt. As we 
increase the new venture’s debt, 
there are greater claims on the 
business’s future cash flows, and 
there is a decreased ability to 
raise additional capital at a good 
price. Low debt provides us a 
cushion should we face some 
major hiccups, and external 
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stakeholders realize that with low 
debt, we have more options to 
deal with the unexpected. With 
high debt, we are running our 
business with little ability to deal 
with the unexpected, and we will 
also find it harder to convince 
stakeholders that we are well 
positioned for future success.  
 Don’t “sacrifice” profit for 
growth. Sometimes, we are told 
to sacrifice profit for growth 
under the belief that growth now 
will deliver profits in the long 
run. This is a very risky strategy. 
Making profits early as a new 
venture is particularly important 
because it enables us to bootstrap 
the firm from internally 
generated funds. Therefore, we 
should look for opportunities that 
we can quickly exploit to 
generate cash and that quickly 
pay back our investment in them. 
We may also need to keep 
growth in check to make sure we 
enhance the profitability of the 
firm. 
 
5. Trial by fire  
Some new ventures are born into 
highly protective environments, such 
as in more munificent environments 
where opportunities are abundant or 
as a subsidiary under the protection 
of a parent organization. Although 
managing a new venture under more 
hostile conditions is tough, there is 
some good news. The tough initial 
conditions mean that we have to be 
lean, learn, and respond quickly. 
These survival skills we acquire in 
the early days of the firm (if we do 
indeed survive) will mean that we 
are better equipped to deal with 
future environmental challenges than 
those who had a more protective 
initial environment, and we may also 
in a better position to cope than those 
large established organizations. 
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